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Understanding Real Business Cycles
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Conclusions

The basic framework of real business cycle analysis is the neoclassical model of
capital accumulation. This is the natural starting point to begin the study of dynamic
fluctuations. While frequently interpreted as a model of economic growth, the
neoclassical model generates fluctuations in response to external disturbances that
resemble business cycles. While real technology shocks have occupied the central focus
in the literature, other shocks arising from preferences, government, terms of trade
and eventually money can be included. Thus real business cycle models do not have to
be confined to analyzing only technological or productivity shocks. Nevertheless, these
real technological disturbances generate rich and neglected dynamics in the basic
neoclassical model that appear to account for a substantial portion of observed
fluctuations.
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